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The following updates BW/PL retail pricing analysis originally addressed in the BW/PL 
Category Overview document issued early this month. 

Wholesale pricing changes influencing the updated retail pricing data include simplification 
of RJR's Best Value. In February 1992, RJR simplified its pricing for Best Value by 
eliminating its $ 1.00/carton credit memo, and reducing the list price by $1.00/carton. 
Although not yet reflected in the data, PM followed suit in April, lowering the list price of 
Basic by $1.00/carton, and eliminating its off invoice allow'ance. 


CONCTJISIONS 

• BW/PL pricing is beginning to decline among all trade classes, and m.ost particularly in 
Convenience outlets, as the emerging segment continues to establish the characteristics 
of a fourth tier. The decline is most evident in outlets with existing, rather than new 
distribution. Causing the decline is increased competition among retailers for BW/PL 
volume, resulting from higher distribution and the category^'s increasing volume 
importance and growth, as well as the price simplification of Best Value. Not only are 
reisers competing with each other for BW/PL volume, but also, as retailers have been 
taking on more than one manufacturer's BW/PL, competition among the BW/PL 
brands in a given outlet may also be contributing to the retail pricing decline. 

• Asa result, the pre-coupon price gap between Premium and BW/PL prices has widened 
from 29% in January 1992 to 31% by March 9,1992. 

• Reflecting more intense price competition brought on by BW/PL pricing, average on 
carton coupon values for both Sub-Generics and Branded Generics have increased 
from 1/26/92 to 3/29/92, up +$0.29 and +$0.10 respectively. (Note: the Sub-Generic 
number includes Bristol, Montclair, Raleigh Extra, and Sterling, while the Branded 
Generic number includes Cambridge, Doral, and Viceroy.) 

• Despite more aggressive discounting, because of the difficulty- involved in maintaining 
continuously couponed product, brands in the other Discount tiers are at a disadvantage 
relative to BW/PL's every day low price. Retailers arc motivated to keep BW/PL prices 
low because: (1) even at lower retail prices BW/PLs may provide higher markups than 
other tiers, and (2) low BW/PL prices can build retail ti^fic. Consequently, growTh 
within the Discount category' will continue to be led by the BW/PL tier, as it has been 
since January' 1992. 

• As brands within the Discount category tiers compete for a price point that is becoming 

low'er with BW/PL price decreases, Premium brands, unless they increase discounting 
activity, will be at a marked price disadvantage, and w'iU lose share. PM Premium ^ 
brands may be particularly \'ulnerable because of their high development in ^ 

Convenience outlets. BW/PL share and distribution have increased most rapidly in this o 
trade class up +4.1 points and +13% respectively since February 1991, and prices have H' 
declined the most, falling -$0.08/pack from 1/27/92 to 3/9/92. Ov 

<1 

FINDINGS ^ 

• Across all retail audit outlet types BW/PL pack and carton prices have declined from ^ 

January 27th to March 9th, down -$0.05 and -$0.31, respectively, to $1.33 and ^ 

$11.43. Carton price declines were greatest in supermarkets -$0.40 to $11.50, while 
pack price declines were greatest in convenience outlets -$0.08 to $1.26. 


Source: https://www.industrydocuments.ucsf.edu/docs/nqxm0004 
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• A static sample of those outlets in the retail audit panel reporting distribution on both 
1/27 and 3/9 shows a greater decline in carton prices (-$0.41) than in the total sample, 
and the same decline (-$0.05) in pack prices, 

• Geographically, InfoScan supermarket scanning data show that declines have been 
greatest in Regions 2 and 4. In both regions BW/PL prices have been trending 
^wnwards since November 1991, possibly due to more competition resulting from 
increases in distribution. PM was a primary driver of the distribution increase in 
Region 4, gaining +13% from October 1991 to February 1992. Additionally, within 
Region 4, Best Value is best developed with share of 2.5% in February 1992. Declines 
in Best Value retail prices have likely contributed to declines in other BW/PL products, 
escalating downward price pressure. 

IMPLICATIONS 

• PM Premium brands as well as products in other discount tiers may be adversely 
impacted as the price of BW/PLs continues to decline. The price gap berA'cen BW/PLs 
and Premium brands can be expected to widen substantially in second quarter 1992: not 
only are BW/PL prices declining, but all other discount and Prem.ium price tiers' 
wholesale prices increased in April 1992. Assuming BW/PL per carton prices continue 
to decline at their average weekly rate of -$0.04, and Premium brand retail pricing 
increases +$0.65 as a result of the April pricing action, the price gap would widen from 
31% as of 3/9/92 to 38% by 6/29/92. 

• nie decline in prices in the static sample implies that the total pricing decline is caused 
by decreasing prices in outlets already cairying the BW/PL tier, as well as by low 
prices in new distribution. Outlets with distribution, particularly those which cany 
Best Value and have had the price simplification passed on to them, may be lowering 
prices to maintain or increase volume as competing outiets attain BW/PL distribution. 
Assuming that the $ 1.00/carton price reduction has been passed on to them, retailers 
can reduce the price of Best Value by $1,00, and still make the same dollar markup. 

Retailers not carrying Best Value may have to lower prices on other BW/PL products to 
be competitive on the price point. Nevertheless, because BW/PLs have the largest 
marioips of all the price tiers, even at reduced prices, BW/PLs are likely to be more 
lucrative than products from the other price tiers. 

• Because PM did not alter Basic's pricing structure until 4/1/92, BW/PL pricing data to 
date only reflect the impact of increasing distribution and the change in RJR's Best 
Value. As the impact of the change in Basic is felt, BW/PL pricing should decline 
further. 

• The introduction of RJR's Monarch is also expected to escalate BW/PL pricing 
declines. Data from the SmUe Gas/Camp Oil chain in Section 23, where the brand is at 
retail, reveal that the cost of Monarch to the retailer is $1.25/carton less than Basic. 
Additionally, retailers receive a minimum rebate from RJR of $0.50/carton, with 
maximum potential (if the retailer meets volume objectives) of $1.10/carton. This 
compares with a $0.85/carton rebate offered for Basic. When all these differences 
aggregated. Monarch could retail for $ 1.50 less than Basic, and the retailer would make 
the s ame profit per carton. 


Source: https://www.industrydocuments.ucsf.edu/docs/nqxm0004 
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• Retail audits data show both pack and carton BW/PL prices in decline across all trade 
classes. 


PRE-COUPON CARTON PRICES 
IN ALL OUTLET TYPES 
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• Not surprisingly, of the trade classes convenience stores have had the greatest decline 
in pack prices, declining $-0.08/pack (or $0.80/carton) since January 27th, 


PRE-COUPON PACK PRICES 
IN CONVENIENCE OUTLETS 
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• Supeimarkets, which historically increased BW/PL prices in lock step with Premium 
price increases have had the largest decline in carton prices of the trade classes, falling - 
$0.40 since 1/27/92. Reasons for the downward pressure in supermarkets include both 
interclass and intraclass competition: 

1) Supermarkets’ irercent contribution to total BW/PL volume has fallen off in 1992, 
because most of the category growth has occurred within convenience outlets. To 
maintain their share of the category volume, and prevent trade class switching, 
supermarkets have had to lower prices. 

2) Stores without their own Retail Private Labels may be accepting Best Value and 
Basic, forcing other supermarkets to lower tiieir Retail I^vate Ld)el prices to be 
competitive. 


PRE-COUPON CARTON PRICES 
IN SUPERMARKETS 
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• IRI supermarket scanning data are directionally consistent with retail audit data, 
showing carton price decline of -$0.20 since February 16th. 


PRE-COUPON CARTON PRICES 
M SCANNING SUPERMARKETS 
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According to Info Scan supermarket scanning data, the BW/PL carton pricing decline is 
greatest in Regions 2 f falling -$0.23 since 2/16). and Region 4 (-$0,26 since 2/9), 
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Note that in Regions 2 and 4, price declines began in early November, tte same lime 
that BW/PL distribution increased sharply. PM has been a primary driver of 
distribution gains in Region 4 since October 1991, gaining -1-13%. It appears that the 
intensified competition as well as RJR's Best Value list price decline have lowered 
prices at retail. 
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